
Advanced Cost Accounting
ACCT 647

Exam 1 Sample Test

This test contains problems similar to the homework and probably similar to what you are to be tested
on for:

1. Sales revenue & contribution margin variances
2. Joint cost allocation
3. Process costing

The solutions will come later today.
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Problem 1
Sales revenue & contribution margin variances

The Dumpster Security Company provides guard services to industrial and commercial customers.  For
19X1, Dumpster budgeted operating income of $155,000, based on sales revenues of $1,300,000.  

The budget by customer type is given below:

Industrial Commercial Total
Sales in hours 25,000 40,000 65,000

Sales revenue $625,000 (25) $800,000 (20) $1,425,000
Variable costs  375,000 (15)  520,000 (13)  895,000
Contribution margin $250,000 (10) $280,000 (7) $530,000

Fixed costs  250,000
Operating income $280,000

Actual results by customer type are given below:

Industrial Commercial Total
Sales in hours 26,000 46,000 70,000

Sales revenue $650,000 (25) $874,000 (19) $1,524,000
Variable costs  364,000 (14)  644,000 (14)  1,008,000
Contribution margin $286,000 (11) $230,000 (5) $516,000

Fixed costs  250,000
Operating income $266,000

Required:
1. Compute all variances for each of the following:  sales revenue, variable cost,

and contribution margin.
2. Explain what has happened to create the $14,000 decrease in operating income.

3. What do you recommend that Dumpster should do in the future?
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Problem 2
Joint and by products

The XYZ company has a joint product that has incurred total cost of $7,000,000 up to the split-off
point.  At the split-off point, three main products, two by products and some scrap are created:

A (main product)
B (main-product)
C (main product)
D (by product)
E (by product)
scrap

At the split-off point, the units and sales value of the products are

A 800,000 units $3,200,000 of revenue if sold immediately
B 1,200,000 units $2,800,000 of revenue if sold immediately
C 400,000 units $1,500,000 of revenue if sold immediately
D 1,700,000 units $120,000 of revenue if sold immediately
E 1,200,000 units $180,000 of revenue if sold immediately
scrap $20,000 of disposal costs

The main products, A, B and C can all be sold at higher prices if additional processing takes place. 
The eventual sales revenues (and cost of additional processing) for each product are:

A $4,800,000 with $700,000 of additional processing costs
B $3,800,000 with $500,000 of additional processing costs
C $1,700,000 with $300,000 of additional processing costs

Required:

1. Prepare income statements for each product (and the company total) assuming all products
are sold at split-off point and joint costs allocated using physical units at split-off

2. Prepare income statements for each product (and the company total) assuming all products
are sold at split-off point and joint costs allocated using sales value at split-off

3. Prepare income statements for each product (and the company total) assuming all products
(except the by product) are processed further and joint costs allocated by net realizable
value.

4. Optimizing for company profit, identify which products should be sold at the split off point
and which products should be sold after additional processing.  Then prepare income
statements for each product (and the company total) using the most logical allocation of
joint costs.
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Problem 3
Process costing, 2nd of two departments, FIFO, WAvg

Continuous Company manufactures its one product (jidgets) by a process that requires two
departments.  The production starts in department A and is completed in department B.  Raw materials
are added at the start of production in department A.  Finishing parts (materials) are added at various
points in department B.  Conversion costs are incurred proportionally throughout the production
process in each department.

On September 1, department B had 5,000 units in production (previously transferred in from
department A). These 5,000 units were 80% complete with respect to finishing parts and 60%
complete with respect to conversion.  During September, 78,000 units were transferred from
department A to department B.  By the end of September, a total of 71,000 good units were completed
and moved to a warehouse for finished goods. 1,000 units started during September were spoiled
(within the bound of normal spoilage) and discarded.  The inspection took place after 95% of finishing
parts were added and with 70% of conversion completed.  1,500 units started in September were
wrecked in a freak accident when they were 60% complete with respect to finishing parts and 45%
complete with respect to conversion.  The 9,500 units in ending work in process at the end of
September are 100% complete with respect to transferred in costs, 50% complete with respect to
finishing parts and 30% complete with respect to conversion.

The cost sheet for department B shows that the 5,000 units in production on September 1 carried over
costs of $76,000 for transferred in units, $29,000 for materials, and $31,000 in conversion costs. 
During September, transferred in costs were $1,320,000, finishing parts added cost $700,000, and
conversion costs added were $950,000.

Required:

(1) Assume Continuous uses the FIFO method of process costing for department B, and (1) prepare
a table for analysis of physical flow, (2) identify all costs to account for, (3) prepare a table of
equivalent units for all cost patterns, (4) compute cost per equivalent unit for all types of cost,
and (5) prepare a process costing report that details how the cost of goods manufactured,
abnormal spoilage and ending WIP are computed.

(2) Assume Continuous uses the weighted average method of process costing for department B, and
(1) prepare a table for analysis of physical flow, (2) identify all costs to account for, (3) prepare a
table of equivalent units for all cost patterns, (4) compute cost per equivalent unit for all types of
cost, and (5) prepare a process costing report that details how the cost of goods manufactured,
abnormal spoilage and ending WIP are computed.
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